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Farm Credit Administration § 620.31 

Subpart F—Bank and Association 
Audit and Compensation 
Committees 

SOURCE: 71 FR 5766, Feb. 2, 2006, unless oth-
erwise noted. 

§ 620.30 Audit committees. 
Each Farm Credit bank and associa-

tion must establish and maintain an 
audit committee. An audit committee 
is established by adopting a written 
charter describing the committee’s 
composition, authorities, and respon-
sibilities in accordance with this sec-
tion. All audit committees must main-
tain records of meetings, including at-
tendance, for at least 3 fiscal years. 

(a) Composition. Each member of an 
audit committee must be a member of 
the Farm Credit institution’s board of 
directors. An audit committee may not 
consist of less than three members and 
must include any director designated 
as a financial expert under 
§ 611.210(a)(2) of this chapter. All audit 
committee members should be knowl-
edgeable in at least one of the fol-
lowing: Public and corporate finance, 
financial reporting and disclosure, or 
accounting procedures. 

(b) Independence. Every audit com-
mittee member must be free from any 
relationship that, in the opinion of the 
board, would interfere with the exer-
cise of independent judgment as a com-
mittee member. 

(c) Resources. Farm Credit institu-
tions must permit their audit commit-
tees to contract for independent legal 
counsel and expert advisors. If an insti-
tution hires a financial expert advisor 
pursuant to § 611.210(a)(2), that advisor 
will also serve as an advisor to the 
audit committee. Each institution is 
responsible for providing monetary and 
nonmonetary resources to enable its 
audit committee to contract for exter-
nal auditors, outside advisors, and or-
dinary administrative expenses. A two- 
thirds majority vote of the full board 
of directors is required to deny an 
audit committee’s request for re-
sources. 

(d) Duties. Each audit committee 
must report only to the board of direc-
tors. In its capacity as a committee of 
the board, the audit committee is re-
sponsible for the following: 

(1) Financial reports. Each audit com-
mittee must oversee management’s 
preparation of the report to share-
holders; review the impact of any sig-
nificant accounting and auditing devel-
opments; review accounting policy 
changes relating to preparation of fi-
nancial statements; and review annual 
and quarterly reports prior to release. 
After the audit committee reviews a fi-
nancial policy, procedure, or report, it 
must record in its minutes its agree-
ment or disagreement with the item(s) 
under review. 

(2) External auditors. The external 
auditor must report directly to the 
audit committee. Each audit com-
mittee must: 

(i) Determine the appointment, com-
pensation, and retention of external 
auditors issuing audit reports of the in-
stitution; 

(ii) Review the external auditor’s 
work; 

(iii) Give prior approval for any non- 
audit services performed by the exter-
nal auditor, except the audit com-
mittee may not approve those non- 
audit services specifically prohibited 
by FCA regulation; and 

(iv) Comply with the auditor inde-
pendence provisions of part 621 of this 
chapter. 

(3) Internal controls. Each audit com-
mittee must oversee the institution’s 
system of internal controls relating to 
preparation of financial reports, in-
cluding controls relating to the insti-
tution’s compliance with applicable 
laws and regulations. Any internal 
audit functions of the institution must 
also be subject to audit committee re-
view and supervision. 

[53 FR 50339, Dec. 15, 1988, as amended at 71 
FR 76120, Dec. 20, 2006] 

§ 620.31 Compensation committees. 
Each Farm Credit bank and associa-

tion must establish and maintain a 
compensation committee by adopting a 
written charter describing the commit-
tee’s composition, authorities, and re-
sponsibilities in accordance with this 
section. The compensation committee 
must report only to the board of direc-
tors. All compensation committees are 
required to maintain records of meet-
ings, including attendance, for at least 
3 fiscal years. 
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(a) Composition. Each compensation 
committee must consist of at least 
three members and all committee 
members must be members of the insti-
tution’s board of directors. Every mem-
ber must be free from any relationship 
that, in the opinion of the board, would 
interfere with the exercise of inde-
pendent judgment as a committee 
member. 

(b) Responsibilities. It is the responsi-
bility of each compensation committee 
to review the compensation policies 
and plans for senior officers and em-
ployees and to approve the overall 
compensation program for senior offi-
cers. In fulfilling its responsibilities, 
the compensation committee must doc-
ument that it determined the: 

(1) Institution’s projected long-term 
compensation and retirement benefit 
obligations are appropriate to the serv-
ices performed and not excessive; 

(2) Incentive-based compensation 
programs and payments are reasonable 
and proportionate to the services per-
formed and structured so the payout 
schedule considers the potential for fu-
ture losses or undue risks to the insti-
tution; 

(3) Senior officer compensation, in-
centive, and benefit programs support 
the institution’s long-term business 
strategy and mission, as well as pro-
mote safe and sound business practices; 
and 

(4) Compensation programs designed 
for specific groups of employees, other 
than senior officers, pose no imprudent 
risks to the institution. 

(c) Resources. Each institution must 
provide monetary and nonmonetary re-
sources to enable its compensation 
committee to perform its duties. 

[77 FR 60601, Oct. 3, 2012] 

PART 621—ACCOUNTING AND 
REPORTING REQUIREMENTS 

Subpart A—Purpose and Definitions 

Sec. 
621.1 Purpose and applicability. 
621.2 Definitions. 

Subpart B—General Rules 

621.3 Application of generally accepted ac-
counting principles. 

621.4 Audit by qualified public accountant. 

621.5 Accounting for the allowance for loan 
losses and chargeoffs. 

Subpart C—Loan Performance and 
Valuation Assessment 

621.6 Performance categories and other 
property owned. 

621.7 Rule of aggregation. 
621.8 Application of payments and income 

recognition on nonaccrual loans. 
621.9 Reinstatement to accrual status. 
621.10 Monitoring of performance categories 

and other property owned. 

Subpart D—Report of Condition and 
Performance 

621.12 Applicability and general instruc-
tions. 

621.13 Content and standards—general rules. 
621.14 Certification of correctness. 

Subpart E—Auditor Independence 

621.30 General. 
621.31 Non-audit services. 
621.32 Conflicts of interest and rotation. 

AUTHORITY: Secs. 5.17, 8.11 of the Farm 
Credit Act (12 U.S.C. 2252, 2279aa–11); sec. 514 
of Pub. L. 102–552. 

SOURCE: 58 FR 48786, Sept. 20, 1993, unless 
otherwise noted. 

Subpart A—Purpose and 
Definitions 

§ 621.1 Purpose and applicability. 
This part sets forth accounting and 

reporting requirements to be followed 
by all banks, associations, and service 
organizations chartered under the Act; 
the Federal Farm Credit Banks Fund-
ing Corporation; and, where specifi-
cally indicated, the Federal Agricul-
tural Mortgage Corporation. The re-
quirements set forth in this part are of 
both general and specific applicability. 
Certain requirements focus on areas of 
financial condition and operating per-
formance that are of special impor-
tance for generating, presenting, and 
disclosing accurate and reliable infor-
mation. 

§ 621.2 Definitions. 
For the purposes of this part, the fol-

lowing definitions shall apply: 
(a) Accrual basis of accounting means 

the accounting method in which ex-
penses are recorded when incurred, 
whether paid or unpaid, and income is 
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